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Direct Testimony of Amanda M. Alderson

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.Q

My business address is 16690 Swingley Ridge Road,

1

2 A

3

Amanda M. Alderson.

Suite 140, Chesterfield, MO 63017.

WHAT IS YOUR OCCUPATION?Q4

5 A

6

I am a Senior Consultant in the field of public utility regulation with the firm of

Brubaker & Associates, Inc., energy, economic and regulatory consultants.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.Q7

8 A This information is included in Appendix A to this testimony.

BRusAxsR a AssoclA1es, Inc.
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ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?1 Q

2 A This testimony is presented on behalf of Federal Executive Agencies ("FEA"). FEA

3 consists of certain agencies of the United States Government which have offices,

4

5

facilities, and/or installations in the service area of Arizona Public Service Company

("APS") or "Company") and purchase electric utility service from APS. The FEA

6 facilities include local post offices, recruitment offices, and numerous other local

7 federal buildings.

WHAT IS THE SUBJECT MATTER OF YOUR TESTIMONY?8 Q

9 A

10

11

12

I will address the filed retail cost of service study ("COSS") of APS, the resulting

spread of the required revenue increase, and APS's proposals concerning various

rate adjustors and riders.

My silence in regard to any issue should not be construed as an endorsement

13 of APS's position.

I. SUMMARY OF FINDINGS AND RECOMMENDATIONS14

RECOMMENDATIONSANDFINDINGSYOUR15 PLEASE SUMMARIZEQ

CONCERNING THE 2015 TEST YEAR COSS.16

A.17 My cost of service findings and recommendations are summarized as follows:

1.18
19
20
21
22
23
24

I find the Company's proposed jurisdictional and New Mexico retail production
and transmission allocation methodologies to be consistent with cost-causation
principles. They also follow recently approved allocation methods for the
Company and other investor owned utilities ("IOU") in Arizona, and neighboring
states. I recommend the Arizona Corporation Commission ("Commission")
approve the Company's proposed production and transmission allocation
methods in this case for both jurisdictional and retail allocation.

2.25
26

While I support the jurisdictional and retail production and transmission allocator
methodology, I am proposing corrections to some of the allocation factors:

BRUBAKER s. AssoclA'rEs, Inc.
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a.
allocator, the

1

2

3
4

5
6

7

I recommend three corrections to the New Mexico retail production
first of which is to correct two typographical errors in the

input values for class non coincident peak in the COSS. The second is to
correct for the double-allocation of fuel and purchased power costs to the
legacy Rate AG-1 customers. The third correction is to allocate purchased
power costs for fixed capacity payments on the same Average and Excess
production demand allocator used elsewhere in the COSS by APS.

b.8
9

I recommend APS include a customer component in the development of
certain distribution cost allocation factors in its COSS.

10

11

12

i . The National Association of Regulatory Utili ty Commissioners
("NARUC") Manual supports the allocation of certain distribution
costs using both a customer and demand classification.

ii.13

14

15

16
17

Further, Tucson Electric Power reflects this allocation method in its
ongoing base rate case to appropriately reflect the cost to provide
distribution services to all types of customers, including solar
generating customers. I recommend the Commission accept this
change to the COSS.

FINDINGS AND RECOMMENDATIONSSUMMARIZE YOURPLEASE18 Q

19 CONCERNING THE COMPANY'S PROPOSED REVENUE SPREAD.

A20

21

22

23

24

25

26

I find the Company's general approach to revenue spread to be reasonable using the

COSS results as a guide, and considering gradualism when apportioning rate

increases. Based on my corrected COSS presented in this testimony, I have

developed an alternate spread of the revenue increase. My proposed spread will be

detailed later in this testimony. It brings most classes closer to a 1.00 indexed rate of

return, ensuring the majority of classes are paying nearly their full allocated cost of

service, and minimizes the subsidy paid across classes.

27 PLEASE YOUR ANDFINDINGSSUMMARIZEQ RECOMMENDATIONS

28 CONCERNING THE COMPANY'S PROPOSED CHANGES TO VARIOUS RATE

29 ADJUSTORS AND RIDERS.

A30 My findings and recommendations are summarized as follows:

BRUBAKER & AssoclArss, Inc.
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1.1
2
3
4

I oppose the Company's proposal to include the costs of electric storage contracts
in the Power Supply Adjustment mechanism because there are currently no such
contracts, and power storage costs are better allocated on a demand basis as
opposed to an energy basis.

2.5
6
7
8
g

I oppose the Company's proposal to increase the cost cap of the Environmental
Improvement Surcharge, but f ind the cost under-recovery carry over and
balancing account proposals to be reasonable. Because the Company's
expenses recoverable under this surcharge will reset to zero in this proceeding, it
is unnecessary to increase the cost cap.

3.10
11
12
13

I find the Company's proposal to roll into base rates $10 million in Demand Side
Management Adjustment charges to be reasonable. The purpose of this adjustor
is to recover costs for approved Demand Side Management projects incurred
after a utility's last base rate case up to the test year in its next base rate case.

4.14
15
16
17
18
19
20
21

I oppose the Company's proposal to roll into base rates $37.6 mi llion in
Renewable Energy Adjustment charges. The Arizona Renewable Energy
Standard mandate includes ratepayer cost protections that are muted when costs
are removed from the Company's Renewable Energy Adjustment rider and
moved into base rates. The Company's proposal also muddies the rate signal to
customers working to meet their own internal carbon reduction goals when the
additional cost for utility renewable generation is not separated from base rate
charges.

22
23
24
25
26
27
28
29

5. I oppose the Company's proposed elimination of Rate Rider Schedule AG-1,
because the Company's estimate of lost revenues from this program is flawed,
the Company has not recorded all reasonable additional revenues gained from
this program, and the Company has not fulf i lled i ts  Commission-directed
obligation to fully explain why it was unable to eliminate all of the lost fixed
generat ion costs  from the Rate AG-1 program. I  recommend tha t  the
Commission correct its cost impact estimates and, based on those results,
continue and expand the Rate AG-1 program.

30
31
32
33
34
35

6. I recommend a change to the Company's proposed Rate Rider EPR-6s, designed
to provide the Commission-directed export energy payment to rooftop solar
customers. The Company's Rider EpR-6s institutes a 100 kW-ac maximum for
eligibi li ty to receive the export energy payment recently approved by the
Commission in its Value and Cost of Distribution Generation Proceeding. This
cap should be removed.

BRUBAKER&AssociATEs, Inc.
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II. APS'S PROPOSED COST OF SERVICE STUDY1

HAVE YOU REVIEWED THE COMPANY'S COST OF SERVICE FILING IN THIS2 Q

PROCEEDING?3

4 A

5

6

Yes. I have reviewed the testimony of APS witness Mr. Leland Snook and the COSS

he has presented therein. The Company proposes to continue using the production

and transmission jurisdictional and retail cost allocators as it used in the last several

base rate cases.'7

8 PLEASE DESCRIBE THE COMPANY'S PROPOSED JURISDICTIONALQ

PRODUCTION COST ALLOCATION METHOD.9

10 A

11

12

13

14

APS proposes to allocate its fixed (non-variable) production plant costs between

jurisdictions using the four coincident peak ("4 CP") method APS's proposal

generally follows cost of service principles, and is unchanged from the last several

APS base rate cases. The Company states that it is required by the Federal Energy

Regulatory Commission ("FERC") to use the 4 CP methodoIogy.2

PLEASE DESCRIBE THE COMPANY'S PROPOSED JURISDICTIONAL AND15 Q

RETAIL TRANSMISSION COST ALLOCATION METHOD.16

17 A

18

19

20

21

APS proposes to allocate its transmission expense directly to the jurisdictional and

retail service classes in proportion to the FERC-regulated transmission rates under

the APS Open Access Transmission Tariff ("OATT"). The Company first allocates all

transmission plant to the wholesale, non-retail jurisdiction, then allocates to the retail

classes the transmission expense level based on the applicable OATT transmission

'Aps responses to FEA 3.3 and 3.4.
Snook Direct Testimony, page 22, lines 13-19.

BRUSAKER & AssociATEs, Inc.
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1 and ancillary service rates in effect. Offsetting revenues are applied to the wholesale

2 jurisdiction.

3 APS's OATT rates are regulated by FERC. This retail allocation method

4 aligns with cost-causation principles upheld by FERC by apportioning costs to the

5 retail classes using the OATT rate 12 CP demand methodology.

6 ll.A. Retail Production Cost Allocation

PLEASE DESCRIBE THE RETAIL PRODUCTION COST ALLOCATION THAT APS7 Q

IS PROPOSING IN THIS PROCEEDING.8

Ag

10

Vwthin the Arizona retail jurisdiction, APS proposes continuation of the A&E 1 NCP

allocating fixed production costs.

11

method for This method incorporates a

consideration of both the maximum rate of use (demand) and the duration of use

12

13

14

15

16

17

(energy) in developing the production allocation factor. As the name implies, A8tE

makes a conceptual split of the system into an "average" component and an "excess"

component. The "average" demand is simply the total kph usage divided by the total

number of hours in the year.3 This is the amount of capacity that would be required to

produce the energy if it were taken at the same demand rate each hour. The system

"excess" demand is the difference between the system peak demand and the system

18

19

average demand.

Under the A8=E method, the average demand is allocated to classes in

20

21

proportion to their average demand (energy usage). The difference between the

system average demand and the system peak demand is then allocated to customer

MAPS uses a slightly different calculation to find class total energy, multiplying the class NCP
by the class load factor. This method produces nearly identical results.

BRUBAKER a AssoclA1Es, Inc.
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1 classes on the basis of a measure that represents their "peaking" or variability in

2 usage.'

3 WHAT DO YOU MEAN BY VARIABILITY IN USAGE?Q

4 A As an example, Figure 1 shows two classes that have different monthly usage

5 patterns.

Figure 1
Load Patterns

Class "B"Class "All
100%100%

80%80%

60%60%

40%40%

20%20%

0%0%

6 Both classes use the same total amount of energy and, therefore, have the same

7 average demand. Class B, though, has a much greater maximum demands than

8 Class A. The greater maximum demand imposes greater costs on the utility system.

9 This is because the utility must provide sufficient capacity to meet the projected

10 maximum demands of Its customers. There may also be higher costs due to the

11

12

greater variability of usage of some classes. This variability requires that a utility

cycle its generating units in order to match output with demand on a real time basis.

13 The stress of cycling generating units up and down causes wear and tear on the

14 equipment, resulting in higher maintenance cost.

any specified time
'nARuc Electric Utility Cost Allocation Manual, 1992, page 81 .
During period (e.g., month, year), the maximum demand of a class,

regardless of when it occurs, is called the non-coincident peak demand.

BRUBAKER & AssociATEs, Inc.
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1

2

3

4

Thus, the excess component of the A&E method is an attempt to allocate the

additional capacity requirements of the system (measured by the system excess) in

proportion to the "peakiness" of the customer classes (measured by the class excess

demands).

DOES THE COMPANY'S PROPOSED A&E ALLOCATION METHOD ALIGN WITH5 Q

COST CAUSATION?6

A7

8

9

10

11

Yes. Production plant must be sized to meet the maximum demands imposed on

these facilities. Thus, an appropriate allocation method should accurately reflect the

characteristics of the loads sewed by the utility. The Company's proposed A&E

1 NCP allocation methodology meets this criterion, and has been used by APS in

past cases, as approved by the Commission.

WHAT IS YOUR RECOMMENDATION CONCERNING THE COMPANY'S12 Q

13 PROPOSED PRODUCTION COST ALLOCATION?

14 A

15

16

I recommend the Commission approve the Company's proposed continued use of

this retail production capacity cost allocation methodology. However, I am proposing

three changes or corrections to the Company's production allocation.

WHAT CHANGES/CORRECTIONS TO THE PRODUCTION COST CLASS17 Q

ALLOCATOR DO YOU RECOMMEND?

A

18

19

20

21

First, there has been a typographical error in inputting the retail class NCP in the test

year for two of the rate classes. I reviewed the primary data source for the class NCP

levels, the Company's hourly system load by class,° and found that all classes' NCP

°Aps responses to FEA 2.11, 5.2, and 7.1 .

BRUaAKER & AssoclArEs, INC.
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1

2

values listed in the COSS allocator development workpaper were correct as

calculated in the primary source document, except for two classes. The two classes

that did not have correct NCP values were E-32 and E-34. I have corrected those3

4 errors.

5 WHAT IS THE SECOND CORRECTION YOU PROPOSE TO THE COMPANY'SQ

PRODUCTION COST ALLOCATION METHOD?6

A7 I recommend that the COSS be corrected to not double-count allocated fuel and

8

9

10

11

12

13

14

15

16

17

purchased power costs to the legacy Rate Rider AG-1 customers. As I will address

later in this testimony, the Company is proposing to terminate the Rate Rider AG-1

buy-through program, where large customers had the opportunity to purchase

generation supply (i.e., fuel and purchased power costs) from a third-party supplier,

and not from APS. To address the Company's proposed termination, its COSS

model directly allocates the generation supply costs that Rate Rider AG-1 customers

paid to third parties to the individual retail rate classes that included such Rate Rider

AG-1 customers. Yet the Company's COSS also allocated test year fuel and

purchased power expenses using a retail class energy allocator inclusive of the Rate

Rider AG-1 customer loads. This has the effect of double-counting fuel and

18

19

20

21

22

23

purchased power costs for the Rate Rider AG-1 customers. I have corrected this

error in my COSS by using the Energy2 allocation factor developed by the Company

to allocate to all rate classes the generation supply costs that Rate Rider AG-1

customers paid to third parties. This ensures that all customers are paying an equal

share of the full pro forma test year fuel and purchased power expenses, inclusive of

the additional fuel expenses that would have been necessary to serve the Rate Rider

BRUaAKER&AssoclArEs, Inc.
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1 AG-1 customers, which is estimated by proxy using the fuel costs paid to the third-

2 party suppliers.

W HAT  IS  T HE T HIRD CHANGE YOU PROPOSE T O T HE COMPANY'S3 Q

4 PRODUCTION COST ALLOCATOR CALCULATIONS?

A5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

I recommend an adjustment to the allocation of the Company's base fuel costs, to

remove a significant amount of fixed capacity payments that APS has improperly

included in the total fuel and purchased power "energy" amount in the Test Year.

The APS COSS historical year and pro forma amounts for total fuel and

purchased power includes the full amount of costs recovered through the Power

Supply Adjustment ("PSA") through the test year period. Mr. Ewen's workpaper

WME_04DR indicates that approximately $130.3 million of the net fuel and purchased

power total cost of $853.5 million is for Purchased Power. Footnote 6 on this same

workpaper states that the Purchased Power total includes costs for both the fixed

capacity payments and Purchased Power Agreement ("PPA") energy charges. APS's

response to FEA 5.7 further clarifies that $81.8 million of the $130.3 million expense

is from fixed capacity payments and $48.5 million is for PPA energy.

Fixed capacity costs totaling approximately 10% of the Company's total test

year fuel and purchased power expense should be allocated across rate classes

using a production demand allocation factor. l recommend that these PPA capacity

costs be allocated across retail customer classes using the same production demand

allocator used for other fixed production generation rate base and related expense,

the Average and Excess 1 NCP ("A8=E") factor.

BRUBAKER& ASSOCIATES, Inc.
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1 HAVE YOU ADJUSTED THE COMPANY'S COSS TO REFLECT YOURQ

PROPOSED CHANGE?2

A3

4

5

Yes, my Exhibit AMA-1 shows the results of these proposed corrections and changes

in the allocation of production costs. The Exhibit AMA-1 format matches that of the

Company's COSS results Attachment LRS-04DR, for ease of comparison.

II.B. Distribution Cost Allocation6

HOW THE DOES THE COMPANY PROPOSE TO ALLOCATE DISTRIBUTION7 Q

8 COSTS IN THE COSS?

9 A

10

11

Mr. Snook describes at page 23 of his Direct Testimony that APS proposes

classifying 100% of distribution-related equipment, aside from meters, as demand-

related, and using only distribution demand allocators to allocate these costs across

rate classes.12

13 WHAT IS YOUR CONCERN WITH THE COMPANY'S 100% DEMAND-RELATEDQ

14 DISTRIBUTION cosT ALLOCATION METHOD?

A15

16

17

18

19

20

21

The FERC Accounts 364-368 include the costs of poles and towers, underground and

overhead lines, and transformers. Allocating these costs on only a pure demand

basis is not reasonable for at least two reasons: (1) is not supported by the NARUC

Manual, and (2) does not reflect the fact that there is a customer-related component

to the cost causation of the distribution system. This customer component is

associated with the need to "cover the system," and the fact that the Company incurs

distribution costs simply to connect customers to the system regardless of their

22 demands.

BRUBAKER & AssoclA1es, inc.
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Q WHY DO you SAY THE NARUC MANUAL DOES NOT SUPPORT THESE

DISTRIBUTION-RELATED COSTS BEING CLASSIFIED AS 100% DEMAND-

RELATED?

A

1

2

3

4

5

6

Table 6-1 in the NARUC Manual on page 87, replicated below as Table 1, shows

clearly that distribution assets in FERC Accounts 360, 361, and 364 through 368 are

properly allocated on both a customer- and demand-related allocator.

TABLE 1

Table 6-1 of NARUC Manual - January 1992 Edition
Classification of Distribution Plant

Demand
Related

Customer
Related

FERC Uniform System
of Accounts No.

_ __
x
X

_
Q

X

X

X

X

x

X

x

x

X

Description

Distribution Plant
Land & Land Rights

Structures 8t Improvements

Station Equipment

Storage Battery Equipment

Poles, Towers, & Fixtures
Overhead Conductors &
Devices
Underground Conduit
Underground Conductors 81
Devices
Line Transformers

Services

X

X

X

X

X

X

X

X

X

360

361

362

363

364

365

366

367

368

369

370

371

372

373

Installations on Customer
Premises
Leased Property on
Customer Premises
Street Lighting & Signal
S stems

_H
_
_
- -

7 Footnote 2 to the NARUC Manual table explains:

8
g

The amounts between [demand and customer] classification may vary
considerably. A study of the minimum intercept method or other

BRUBAKER & AssociATEs, INC.



Amanda M. Alderson
Page 13

1

2

appropriate methods should be made to determine the relationships
between the demand and customer components.

3

4

5

In other words, the NARUC Manual leaves open the opportunity for a utility

company to determine nearly none (zero) of these costs should be classified as

customer~related, but only after completing the appropriate study of its distribution

6 system.

7 Q

8

IS THE COMPANY'S PROPOSAL REASONABLE, TO ASSUME 100% OF THESE

DISTRIBUTION ASSET COSTS ARE DEMAND RELATED, ABSENT A STUDY OF

g ITS DISTRIBUTION SYSTEM?

10 A No. The distribution system is sized not only to accommodate demand requirements

11

12

13

14

15

16

17

but also to simply connect each customer to the system. This minimum customer

connection cost is irrespective of size. The connection equipment necessary is

above and beyond the service drop to a customer's premises because there must be

an infrastructure to which the service drop can be connected.

Consequently, while a customer's demand requirements will influence the

particular size of the distribution facilities installed, the fact that some facilities of at

least a minimum size must be constructed relates to the existence and location of

18

19

customers within the service territory, the distance of conductor, and the number of

transformers. Unless these factors are taken into consideration, the COSS will depart

20 from cost-causation .

21

22

23

24

25

The central idea behind the minimum system concept is that there is a cost

incurred by any utility when it extends its primary or secondary distribution system,

replaces a component on those systems, or connects an additional customer to them.

By definition, the minimum system comprises every distribution component necessary

to provide service, i.e., meters, services, secondary and primary conductors and
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1 cables, poles, substations, etc. The cost of the minimum system, however, is only

2 that portion of the total distribution cost the utility must incur to render service to

3 customers. It does not include costs specifically incurred to meet the peak demand of

the customers.4 Therefore, the minimum system cost is rightfully classified as

5 customer-related, and should be allocated on a customer basis separate and apart

from the distribution costs classified as demand-related.6

7 IF IT IS UNREASONABLE TO CONSIDER THESE DISTRIBUTION ASSET COSTSQ

8

g

AS 100% DEMAND RELATED, WHAT PERCENTAGE OF THE ALLOCATION

SHOULD BE DEMAND RELATED?

10 A

11

12

In order to determine the best estimate of the percentage of total distribution asset

costs that are demand related, a utility company would complete a study of its

installed distribution assets, typically termed a Minimum Distribution Study.

13 A Minimum Distribution Study consists of a review of the distribution assets

14

15

16

installed on the Company system that would meet the minimum required to serve a

customer. For example, the smallest size pole and smallest size cable, conductor,

etc. is determined, and the total book cost for that minimum system is established.

17 This total minimum system cost for each distribution asset, separated by FERC

18 Account number, is then allocated on a customer basis. The remainder of distribution

19 asset costs in those FERC Accounts is allocated on a demand basis.

20

21

Alternately, the utility company could follow the Zero-Intercept Method, which

is similar to the Minimum Distribution Method, but seeks instead to identify the portion

22

23

of distribution plant costs related to a hypothetical no-load situation. The Zero-

Intercept method often requires considerably more data, and the resulting
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1 customer/demand spli t  is  usually  very s imi lar to the results  of the Minimum

2 Distribution Study.

3 In this proceeding, in the absence of an analytical study to determine proper

4 cost classification for APS, I recommend relying on the results of the Minimum

5

6

Distribution Study analysis prepared by Tucson Electric Power Company ("TEP") in

its current base rate case, Docket No. E-01933A-15-0322.

DID TEP PROPOSE USE OF A MINIMUM DISTRIBUTION STUDY IN ITS7 Q

CURRENT BASE RATE CASE?8

g A

10

11

Yes. TEP allocated and classified distribution costs using both a customer-related

and demand-related allocator. The Direct Testimony of Company witness Craig

Jones filed in Docket No. E-01933A-15-0322 describes the Company's proposed

12 classification and allocation of distribution costs as follows:

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

The system distribution plant consists of different facilities that have
different cost causation factors. The reason for this is threefold. First,
load diversity increases as the cost becomes more remote from the
individual customer. Second, some facility cost is the direct result of
the individual customer and is caused by the customer unrelated to
demand. These facilities include the meter and service line. Third,
other local facilities have both a customer and a demand component.
Transformers are sized to meet the NCP of the customers served from
a single transformer but utilities do not install every possible size of
transformer. Instead, utilities use a standard set of transformer sizes
and one of those is the transformer that represents the minimum size.
Transformer costs exhibit significant scale economies. This means
that the smallest transformers cost much more per kVa than larger
transformers. Given the fact that utilities typically use a minimum size
of transformer, the cost of the minimum size is related to a customer
since every customer requires transformer capacity.[footnote omitted]
For transformers larger than the minimum size, the remainder of
transformer cost is related to demand. The portion related to demand
is  based on the customers S€lv€d from each transformer and
represents  a  much smaller share o f  cos ts  than the cus tomer
component. . . . For facilities located close to the customer, such as
transformers, secondary conductor, and secondary poles and even
single phase primary conductor, both a customer component and the
individual NCP allocation factor is the most appropriate. (pages 19-20)
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* * *1

2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21

For d is tribution p lant cos ts  f ound in FERC Account Nos . 364 - 374
either all or a portion of  the costs are customer re lated because they
are  c aus e d  b y c us to m e rs . . . .  I f  the  c us to m e r  is  ab le  to  avo id  al l
volumetric electric charges and pays only a nominal,
non-compensatory bas ic  service  charge, the  result is no t  jus t  and
reasonab le  and  causes  undue  d isc riminat ion unless  that minimum
charge covers not only the service line costs but the component of  all
of  the other distribution costs related to providing the customer access
to  the  e lec tric  sys tem.... .  Fo r d is tr ibution f ac i l i t ies  in the  accounts
re lated to  the power lines and transformers  (Account Nos. 364-368)
whe re  p o we r  i s  d e l i ve re d  to  the  i n te rc o nne c t i o n p o in t  wi th  the
cus tomer, the  cos ts  are  c lass if ied  as  bo th cus tomer and  demand .
W hi le  the re  are  seve ral  me thods  to  c lass i f y these  cos ts  be tween
cus tomer and  demand , the  minimum sys tem app roach is  the  mos t
consistent with cost causation because it represents the actual cost of
connecting a customer to  the system to serve the minimum load that
meets  the  parameters  o f  the  approved  l ine  extens ion po l icy. Any
investment, greater than the minimum system, must be re lated to the
customers '  maximum demands on that portion of  the system. (Pages
21, 22 and 24).

22 HAS  T E P  RE L IE D  UP O N A M INIM UM  S Y S T E M  AP P RO AC H T O  C L AS S IF YQ

DIST RIBUT ION COST S BET WEEN CUST OM ER AND DEM AND?23

A24 Yes. Mr. Craig Jones '  testimony in the current base rate case c ited above explains

25 TEP's use of  the minimum system approach.

WHAT A R E  T H E RESULT ING C US T O M E R AND DEM AND SPLIT S FOR26 Q

DIST RIBUT ION COST S T HAT  T EP PROPOSES?27

A28

29

30

31

32

Schedule G-7 of  TEP's  minimum f I l ing requirements  shows on page 3 the percent

split between customer and demand for all FERC dis tribution accounts. Replicated

below in Table 2 are the demand and customer splits for FERC Accounts 364-368 as

proposed by APS in the  ins tant p roceed ing and the  sp lits  p roposed by TEP in its

current base rate  case, based on the results  o f  TEP's  Minimum Dis tribution Study

33 analysis.
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TABLE 2

Customer/ Demand Split

FERC Account

FEA Proposed -
TEP Current
Proceedinq

APS Proposed -
Instant

Proceedinq

36%
64%

75%
0%

36%
64%

25%
0%

364 Poles, Towers, and Fixtures
Primary
Demand
Customer

Secondary
Demand
Customer

80%
20%

75%
0%

80%
20%

25%
0%

365 OH Conductors and Devices

Primary
Demand
Customer

Secondary
Demand
Customer

0%
100%

100%
0%

366 UG Conduit
Primary
Demand
Customer

84%
0%

59%
41 %

59%
41%

16%
0%

367 UG Conductors and Devices
Primary
Demand
Customer

Secondary
Demand
Customer

76%
24%

20%
0%

76%
24%

80%
0%

368 Line Transformers
OH Line Transformers
Demand
Customer

UG Line Transformers
Demand
Customer

Sources:
APS Docket No. E-01345A-16-0036, COSS and
TEP Docket No. E-01933A-15-0322, Schedule G-7, Sheet 3 of 9.
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DO YOU PROPOSE THAT THE TEP CUSTOMER AND DEMAND SPLIT FOR1 Q

THESE FERC ACCOUNTS BE USED IN APS'S COSS?2

A3 Yes.

4

5

6

7

Absent a uti li ty-specific analytical study to determine the proper cost

c lass i f icat ion between demand and cus tomers  for Aps,  I  propose that  the

neighboring utility TEP classification values be used in this base rate case to more

accurately classify distribution costs between functions, allocate those costs between

customer classes, and therefore finally to determine the most reasonable spread of

the overall revenue increase to all customer classes.8

HOW HA V E  y o u APPLIED TEP'S CUSTOMER DEMAND SPLITS FOR9 Q

DISTRIBUTION ACCOUNTS IN THE APS COSS?10

11 A Exhibit AMA-2 shows the derivation of new FERC account allocation factors across

12 customer classes using the demand-related allocation factors proposed by APS and

13 the class customer-related allocation factors for the APS system, but combining the

14 allocation for both demand and customer related factors for each FERC account

15

16

17

18

19

based on the customer demand splits used by APS in its current base rate case. I

then reran the Company's COSS with my adjusted proposed allocation factors for the

various FERC distribution accounts and Exhibit AMA-3 provides the results of that

COSS, showing only the effect of adjusting the distribution cost allocation. Exhibit

AMA-3 does not include my corrections to the COSS production cost allocation

20 calculations.
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1 WHAT IS YOUR OVERALL RECOMMENDATION CONCERNING THE COSSQ

FILED BY APS?2

A3

4

5

6

7

8

g

10

11

12

13

I propose three corrections to the Company's production cost allocation calculations

to allocate purchased power fixed capacity costs in line with other fixed production

costs (using the A&E 1 NCP method), to correct the class NCP for two retail classes

where inadvertent typos have occurred in entering data into the Company cogs, and

to correct for double-counting of Rate Rider AG-1 fuel expenses. I also propose one

change to APS's proposed distribution cost allocation, that is, to incorporate a

customer-related component in the allocation method for distribution costs found in

FERC Accounts 364-368. l have made this change to APS's filed COSS using the

customer demand splits proposed by TEP in its current base rate case. My Exhibit

AMA-4 shows the combined effect of all four of my proposed adjustments. I

recommend that the results of this corrected COSS be used to determine the most

14

15

reasonable spread of the overall revenue increase approved by the Commission

across the various retail customer classes.

16 III. SPREAD OF THE REVENUE INCREASE

17 HOW DID THE COMPANY DEVELOP ITS PROPOSED SPREAD OF THEQ

18

19

REQUIRED REVENUE INCREASE ACROSS THE RETAIL CUSTOMER

CLASSES?

A20 APS Witness Mr. Miessner describes at pages 11-14 of his Direct Testimony that the

21

22

23

24

Company used its COSS results as a guide, but considered the concept of

gradualism when determining its final proposed base rate increase for each retail

class. Mr. Miessner explains, "In general, rate classes which were most deficient in

recovering their cost of service, or which had the lowest percent of cost to serve,

BRUBAKER& AssociATEs, Inc.
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1 rece ived  a re lative ly higher inc rease . Converse ly, rate  c lasses  that were  leas t

2

3

4

5

6

def icient in cost recovery and had higher percent recoveries of  cost to serve received

a re lative ly lower allocated increase.... The requested increase [for the res idential

c lass] is above the proposed system-average increase, but will still leave residential

cus tomers  be low the  cos t o f  se rvice . The  goal is  to  g radual ly b ring  res ident ial

customers more in line with the cost of service over time."7

7 DO YOU OPPOSE T HE M ET HODS USED BY APS T O DEVELOP IT S PROPOSEDQ

8 REVENUE SPREAD?

Ag

10

11

12

13

No, I  believe the general concepts used by the Company are reasonable, and used

f requently in other jurisdic tions in the industry. I  do, however, propose that the f inal

revenue  inc reas e  be  bas ed  on my c o rrec ted  p ropos ed  COSS res ul ts . I  have

developed Exhibit AMA-5 to show a comparison of  the Company's COSS results and

proposed revenue increase by rate class, as well as my proposed COSS results and

14 proposed revenue increase

15

16

17

18

19

20

21

22

Exhib it AMA-5 shows that under both my and the Company's  COSS model,

the  Res idential  So lar Energy c lass  is  at a s ignif icantly negative  rate  o f  re turn at

present rates , meaning that these customers  are be ing s ignif icantly subs id ized by

other c lasses. T he  Co mp any p ro p o s e s  to  inc re as e  b as e  rate s  to  this  c las s  at

1 .33  times  the  sys tem average inc rease, but because o f  the  cons iderab le  under-

collection of  revenues, I  recommend the class receive a 2.0 times the system average

increase. For all other rate c lasses providing a rate of  return at present rates of  less

than 0.50, I  recommend a 1.5 times the system average increase.8 This inc ludes

Miessner Direct Testimony, page 12, lines 10-13 and page 14 lines 3-57

"The one exception is the Church E-20 class, which is also providing a negative rate of return
at present rates, and I have left unchanged the Company's proposed 1.57 times system average
increase.
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1

2

3

4

each of the remaining Residential sub-classes. By contrast, the Company's proposed

increases for the Residential classes fall no lower than 1.33 times the system average

increase and no higher than 1.60 times the system average increase. These indexed

increases to the system average can be found in Columns 6 and 10 on Exhibit

AMA-5.5

6

7

I allocated this revenue8

9

10

After increasing the revenue spread to the classes described above, I then

spread back to all other rate classes the revenue differential created through

increasing the smaller class revenue apportionment.

differential based on present base rate revenues, but ensuring no class receives a

rate decrease. This method leaves unchanged the relative increases between these

11 classes as originally proposed by the Company.

HOW IS YOUR PROPOSED REVENUE INCREASE SPREAD MORE12 Q

REASONABLE THAN THE COMPANY'S PROPOSED RESULTS?13

14 A Columns 3, 7 and 11 of Exhibit AMA-5 calculate the rate of return ("ROR") at present

15 my proposed rates, respectively.

16

17

rates, the Company's proposed rates, and

Comparing these values for each class shows that my proposal will move each class

closer to a 1.00 parity ROR, where 1.00 parity means that the rate class provides an

18

19

20

21

22

ROR equal to the system average ROR. These proposed ROR metrics are based on

my corrected COSS, and they show that my proposed rates make a more meaningful

move toward full cost of service, especially for those customer classes providing a

negative return, or less than a 0.50 ROR at present rates.

Table 3 below shows a comparison of the Company's and my proposed

23 spread of the revenue increase.
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TABLE 3

Comparison of Company and FEA Proposed Revenue Increase
Dollars in Thousands

Rate Class

Present

Base
Revenues

FEA Proposed

ln¢l€a$€2
000 Percent Index

Company Proposed

Increase'
000 Percent Index

1.4
0.6
1.0
0.9
1.1

1.0

8.0%
3.3%
5.7%
5.5%
6.5%

5.7%

1.5
0.4
0.8
0.7
0.9

1.0

Residential
General Service
Water Pumping
Street Lighting
Dusk to Dawn

Total Retail

8.7%
2.6%
4.6%
4.3%
5.3%

5.7%

$128,694
34513
1,317

906
455

$165,884

$118,289
44,242
1,649
1,149

554

$165,884

$1 ,486,578
1343926

28,739
21,082
8.578

$2,888,904

Sources:
1. Schedule H-1
2. Exhibit AMA-5

*Noter Proposed Increase is net after adjustor transfer revenue

1 Iv. MODIFICATIONS TO RATE RIDERS

2 IV.A. Power Su I Adustor

3 Q WHAT IS THE COMPANY'S PROPOSED RECOVERY METHOD FOR THE COST

4 OF ELECTRIC STORAGE CONTRACTS WITH THIRD-PARTY SUPPLIERS?

A5

6

7

8

9

10

11

Company witness Peter M. Ewen describes at page 29 of his Direct Testimony the

Company's proposal to add contract costs with third-party suppliers for electric

storage (e.g., batteries) into the Power Supply Adjustment ("PSA") recovery

mechanism. The Company does not currently have any such contracts or costs

associated, but requests approval to begin including these costs in the PSA if the

Company enters into electric storage agreements presumably prior to the filing of the

ll€xt base rate case.

I

I
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1 DO YOU FIND THIS COMPANY REQUEST TO BE REASONABLE?Q

A2

3

4

5

No, for two reasons. First, electric storage contracts are new and novel and should

not be automatically included in the PSA "if and when such transactions occur,"9 but

rather should be fully explored and vetted within the context of a base rate case when

the costs are known, and the use of the resource can be assessed. .

6

7

8

9

10

If the Company's electric storage contract costs are substantial, then there is

more reason to allow Staff and all interested parties the opportunity to review the

prudence, and used and usefulness, of the contracts in a full base rate case, as

opposed to in an expedited annual PSA filing. If the Company's electric storage

contract costs are minimal the Company can more easily postpone recovery of those

costs until the next base rate case.11

12

13

At this point, the Company does not have intentions to contract with any third-

party suppliers for electric storage but rather, as Mr. Ewen writes, "The Company may

14 in the near future" The Commission does not need to

15

find an opportunity ..

establish cost recovery for these future, unknown electric storage costs.

16 WHAT IS THE SECOND REASON YOU OPPOSE THE COMPANY'S PROPOSAL?Q

A17

18

19

20

21

Including the costs of contracts with third-party suppliers for electric storage in the

PSA would allocate those costs to customers on an energy basis, based on the cost

allocation and recovery process within the PSA currently. The Company would

record these costs in FERC Account 550.10 which is allocated in base rates on a

demand basis." FERC Account 550 contains purchased power costs, some of which

22

23

are generally allocated on energy (variable power expenses) and some of which are

generally allocated on a demand basis (fixed payments for capacity).

Ewen Direct Testimony, page 29, line 10.
'°1a.,lines 7-8.
"Aps response to FEA 2.15.
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1

2

3

4

Fixed payments for electric storage could be allocated more reasonably on a

demand-related production allocation method since electric storage would operate as

an additional peaking capacity resource, not a fuel expense. This is an example of

the full review and discernment of electric storage costs that would occur in the

content of a full base rate case when such costs have been incurred. For these two5

6

7

8

reasons I recommend the Commission abstain from approving the Company's

proposal to recover future third-party electric storage contract costs through the PSA

mechanism.

g IV.B. Environmental Improvement Surcharqe

IS THE COMPANY PROPOSING ANY ADJUSTMENT TO THE ENVIRONMENTAL10 Q

11 IMPROVEMENT SURCHARGE ("ElS")?

12 A

13

14

15

16

17

18

Yes. Company witness Mr. Snook explains beginning at page 37 of his Direct

Testimony the Company's proposal to first, change the cap on allowable Company

cost recovery from $0.00016/kWh (approximately $5 million annuaIly)'2 to $10 million,

second, to carry over to each subsequent year any ElS revenue over the annual cap,

and third, to include a balancing account to allow the Company to recover its actual

ElS-related investments. I disagree with the increase to the cap amount by $5 million

but find the second two ElS adjustments that the Company is proposing a reasonable

19 compromise.

WHAT COSTS DOES THE ElS RECOVER?20 Q

21 A

22

The ElS allows APS to recover the capital carrying cost of qualified environmental

improvement investments that are placed into plant-in-sewice between APS base

'zAps response to FEA Data Request 5.11.
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1

2

3

4

rate cases." The Company's ElS Plan of Administration describes these qualified

investments as environmental improvement projects necessary for compliance with

current or prospective environmental standards required by federal, state, tribal or

local laws or regulations, as well as generation plant capacity acquisitions or

5 additions. The individual improvement projects have been accumulating in the ElS

6

7

8

9

since November 2012," and because all of the projects have been placed into plant-

in-sewice through the test year period in this case, the ElS cost recovery amount will

be reset to zero in this proceeding. Indeed, Arizona Corporation Commission Staff

described the intended operation of the ElS in just this manner in the last base rate

10 case, stating:

11

12
13

14

15

the ElS [is] in the public interest because now APS will invest its own
funds to pay for government-mandated environmental controls, and
the ElS will only collect the capital carrying costs, subject to a cap
equal to the charge currently in place for the ElS. The ElS will be reset
to zero on the effective date of new rates adopted in this Decision.'5

16 Q

17

SHOULD THE COMPANY'S REQUEST TO DOUBLE THE ElS ANNUAL RATE

CAP FROM APPROXIMATELY $5 MILLION TO $10 MILLION BE APPROVED?

A18

19

20

21

22

No. The Company has not historically exceeded the annual $5 million cost cap,

except in its most recent filing covering the period November 2012 through December

2015, where it exceeded the cap by $985,000.16 The ElS is intended only to recover

capital carrying costs on mandated environmental improvement investments until

such time as the full project costs can be included in base rates." Therefore, the

attachment "Staff 5.56_EIS_2016 Filing

'Snook Direct Testimony, page 37, lines 13-26.
"'Aps response to Staff 5.56.
"Decision No. 73183. pages 25-26.
'mAps Response . to Staff 5.56,

WOrkbOOk_APSRC01193.xlsx"
'Snook Direct Testimony, page 37, lines 13-26.
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i

i
I 1

2

3

4

5

6

7

8

g

carrying cost of qualifying projects not included in base rates after the conclusion of

the instant proceeding will be zero.

It has taken three full years for the ElS carrying cost total to exceed the

current $5 million cap If the Company's mandated environmental projects continue

in the near future at a faster pace, which is increasingly uncertain given the changes

to the federal government administration post-election it is more prudent for APS to

come in for a full base rate increase in order to move the large amount of new plant-

in-sewice into base rates. A full base rate case would provide the Commission and

stakeholders sufficient opportunity to review changes to APS's full cost of service all

10 at the same time.

11

12

13

14

15

16

17

Further, if the time period between the resetting of the ElS during base rate

cases increases, there is an increased likelihood that the carrying cost of capital

being earned by the Company on these projects has moved out of sync with the true

cost of capital in the then-current market. The Company would have an increased

opportunity to avoid a base rate case potentially resetting at a lower level the carrying

cost of capital if the allowable cost cap recovery through the ElS is doubled from

$5 million to $10 million.
I
I
I

18 SHOULD THE COMPANY'S REQUEST FOR A BALANCING ACCOUNT AND AQ

n CARRY-OVER OF THE PRIOR YEAR UNDER-COLLECTION INTO THE19

20 SUBSEQUENT YEAR BE APPROVED?

21 A I find the Company's proposals here to be a reasonable compromise, especially in

22 the event the Company does in fact exceed the current $5 million annual cap at a

23

24

faster pace than has occurred over the last three years. Allowing APS to carry

forward any unrecovered carrying costs, and to true-up its actual ElS revenue
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1

2

3

4

5

6

collected with the approved ElS rider charge for a given calendar year'8 allows the

Company to recover its approved costs while balancing the interests of the

ratepayers who should not be required to pay carrying charges at a recovery rate

higher than what is typical in the industry during then-current market conditions. I

believe allowing the Company the carry-forward and true.-up ElS mechanism

adjustments will balance the desire on one hand to reduce the expense required to

7 conduct a full utility base rate case with the desire to appropriately review for

8

g

prudence the environmental improvement projects that the Company has placed into

service, as well as to benchmark the capital costs paid by the ratepayers on a

10 growing utility rate base amount.

IV.C. REAC and DSMAC11

IS THE COMPANY PROPOSING ADJUSTMENTS TO THE RENEWABLE ENERGY12 Q

13

14

ADJUSTMENT CHARGE ("REAC") AND THE DEMAND-SIDE MANAGEMENT

ADJUSTMENT CHARGE (DSMAC")?

15 A

16

17

18

19

20

Yes. Similar to the ElS mechanism, the Company is proposing to roll into base rates

approximately $50 million of revenue currently recovered through the REAC and

DSMAC mechanisms. A review of the Company's DSMAC Plan of Administration

and APS's response to FEA 5.12 indicates that there is no discrete cost cap or limit

protection for ratepayers under the DSMAC. Instead, the Company is expected to

justify its DSMAC expenditures in its annual Plan filings using benefit-to-cost

sales, not instead to allow the Company to
181 understand the Company's proposal concerning the trueup to account only for the

differences between prior year and current year retail
charge the full $5 million annual ElS rider capped amount in every calendar year even if  the
Company's qualified carrying costs did not reach the $5 million level in a given year. The Company's
testimony concerning the trueup, Mr. Snook's Direct Testimony at pages 37-41, could be interpreted
differently by the Commission. I do not support the Company collecting ElS rider costs above its
actual incurred carrying cost amount.
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1 analyses. But the  Company is  expec ted  to  f ul ly recove r i ts  p rudent cos ts  f rom

2

3

4

5

6

7

8

g

10

ratepayers.

By contras t, the  Arizona Renewab le  Energy Standard  and  Tari f f  ("REST")

rules  cod if ied  in Arizona s tate  law es tab lish a c lass -by-c lass  ratepayer maximum

annual cost that can be imposed on Arizona utility customers to subsidize renewable

energy deve lopment." These  cus tomers  cap  amounts  have  been inc reased  by

Commission order s ince the REST rules were f irst put in ef fect in 2007 as the REST

required renewable energy amounts  have increased. I  f ind  it unreasonable  to  ro ll

$37.6 mill ion in REAC costs  into base rates because it will unnecessarily mute the

cus tomer pro tec tions  envis ioned by this  Commiss ion when it des igned the  REST

11 rules.

HO W WI L L T HE  RO L L - I N T O  B AS E  RAT E S  O F  RE AC  C O S T S  M UT E  T HE12 Q

CUST OMER COST  PROT ECT IONS IN T HE REST  RULES?13

14 A

15

16

17

18

19

First, splitting cost recovery of  the subsidized renewable energy costs between base

rates and the REAC rider will limit transparency for customers and policy makers of

the true cost of  developing renewable generation in Arizona. Many customers rely on

transparent record ing of  renewable energy payments  to  the util ity when accounting

for the ir own internal renewable energy or carbon reduction goals . Second, rolling

$37.6 million into base rates will show an artif ic ial reduction in the renewable costs

20

21

22

23

inc luded  under the  leg is lat ive  REAC cus tomer charge  caps , which may have  the

unintended consequence of  allowing APS even further increased cost recovery for

renewable energy subsidization. Already the per-unit cost cap established in 2007 in

the REST rules, $0.004988/kWh, has increased 88% to $0.009355/kWh in the current

19A.A.C. R 14-2-181 e, Appendix A.

BRusAKel=( & AssoclA1es, Inc.



Amanda M. Alderson
Page 29

1

2

REAC tariff. Rolling costs into base rates may mute the realized per-unit cost

increase over the next 10 years or more, that the REST rules are in effect.

WHAT IS YOUR RECOMMENDATION CONCERNING THE COMPANY'S3 Q

PROPOSALS RELATED TO THE DSMAC AND REAC?4

5 A

6

7

8

g

10

11

12

13

14

I recommend APS's proposal to roll-in to base rates $37.6 million in REAC costs be

rejected. This treatment will mute the customer protections envisioned by this

Commission in its designing of the REST rules. My objection does not disallow the

Company's full recovery of these costs, but simply makes clearer to ratepayers,

investors, and policy makers the true full cost of complying with the Arizona

renewable energy mandates.

I do not object to the Company's proposal to roll $10 million in DSMAC costs

into base rates, as similar discrete customer cost caps do not exist, and the Company

has indicated that the roll~in to base rates will be done on a revenue neutral basis for

each customer ¢1a$$.20

15 lv.D. Rate Rider Schedule AG-1

16 PLEASE DESCRIBE THE COMPANY'S PROPOSALS RELATED TO RATE AG-1Q

A17

18

The Company is proposing to eliminate the Alternative Generation Rate AG-1 option,

which is a wheeling rate option for select commercial and industrial customers that

19 were selected via lottery after the 2012 final order in APS's last base rate case. The

20 AG-1 program was capped at 200 MW of total participation, and allows the

21

22

participating customers to enter into contract for generation power supply from a

non-utility electricity provider, but transmit the power through to the end-use customer

2°APS response to FEA 5.12.
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1

2

3

4

5

using the APS transmission and distribution system. APS continues to charge the

customer the otherwise applicable non-generation tariff charges, an AG-1 program

fee, the individual customer's contract electricity supply rate established with the third-

party supplier, plus 15% of the otherwise applicable capacity charge under APS base

tariff rates deemed by APS a "reservation charge" for firm capacity on the APS

6 system.

WHY DOES THE COMPANY PROPOSE ELIMINATING RATE AG-1?7 Q

A8

g

10

11

12

APS claims that it has experienced unrecovered costs totaling $24.4 million for 2012

through 2015, and does not wish to continue shifting these net losses onto other retail

customers." APS was granted authority in the Commission's Decision No. 75322 to

defer the Rate AG-1 lost margins from June 30, 2016 through the rate effective date

of the instant proceeding for recovery from all non-residential."

DO you AGREE WITH THE COMPANY'S ESTIMATED UNRECOVERED RATE13 Q

AG-1 PROGRAM COSTS?14

15 A

16

17

18

19

20

No. I do not agree with the Company's assumptions concerning lost, or stranded,

production-related revenue nor its estimated savings from not providing power supply

to the Rate AG-1 customers. First, APS has estimated the stranded production-

related costs using the Company's current embedded unbundled tariff rates for

generation," which I have shown in my testimony to be collecting more than the

proper allocated costs for several of the large customer classes. This has the effect

"Attachment LRS-06DR, page 4.
22Snook page 43, lines 16-20
23Attachment LRS-06DR, page 4.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

of overstating the true unrecovered production costs caused by these discrete Rate

AG-1 customers by more than 100%.24

Second, APS has understated the offsetting value of the fuel cost savings that

APS receives as it is no longer incurring variable production expense to serve these

customers. APS has used the authorized base cost of fuel rate in the last APS base

rate case, multiplied by the Rate AG-1 annual sales, to determine fuel savings.25 In

reality, APS is able to avoid its marginal cost of fuel or purchased power energy,

which is the cost of the last units of energy that would have been produced or

purchased by APS in a given hour in order to serve the additional Rate AG-1

customers. By definition, marginal fuel costs are greater than the annual average fuel

cost. APS's oversimplified calculation of the Rate AG-1 fuel cost savings also

neglects to specifically account for the fixed or renewable power costs that the

Company does not avoid because of Rate AG-1. APS should provide a more exact

calculation of its true fuel and purchased power cost savings from the Rate AG-1

15 program.

16

17

18

Third, APS explained that its calculated off-system margin gained by selling to

non-retail customers any energy made excess by not sewing Rate AG-1 customers

does not include the margin on excess capacity. APS's response to AECC 3.4

states:19

20
21
22
23

The projected off-system sales margins are based on the December
2015 forward curves for natural gas and power at the Palo Verde hub
and the expected availability of generating resources that are both
economic and not needed to serve native load demand.

"Combining the AG-1 elig ible c lasses in the COSS results, and comparing Company
proposed rates to the required revenue plus the fair value increment shows that many classes are
paying excess revenue beyond cost of service sufficient to cover the $55 million in lost revenue from
AG-1 in the test year.

25Aps response to FEA 6.5(b).
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1

2

3

4

5

6

n277

8

9

The calculation does not include the market value of 200 MW of excess generating

capacity that is no longer needed to provide firm power supply to the Rate AG-1

customers. Benchmarking APS's marginal cost of production capacity at the cost of

its recently acquired stake in Four Corners, the value of this capacity could reach

$7.8 milli0>.2° The 200 MW is also needed to meet APS's target reserve margin, and

its 2015 Form 10-K indicates "APS anticipates additional resources will be needed by

2017 in order to maintain its 15% planning reserve criteria.

APS has simultaneously overstated the stranded production-related

investment costs unrecovered from Rate AG-1 customers, and understated the

10

11

12

13

14

marginal fuel cost savings and excess capacity sales revenue APS receives by not

providing Rate AG-1 customers with power supply The net effect is that APS's

estimated $24.4 million Rate AG-1 program cost from 2012 through 2015 may be

significantly overstated, and perhaps fully offset considering many classes' standard

tariff production charges are set above cost of service.

15 Q IS APS REQUIRED TO MINIMIZE ITS UNRECOVERED COSTS FROM THE RATE

16 AG-1 PROGRAM?

17 A Yes. The Commission's order in the last APS base rate case permitting creation of

18 the Rate AG-1 program required APS to:

19
20
21
22
23
24

make commercially reasonable efforts to eliminate or mitigate all
unrecovered costs resulting from the experimental AG-1 program in
this docket. If there are any lost fixed generation costs related to the
AG-1 experimental rate, in its next general rate case, APS shall
provide testimony that explains why it was unable to eliminate all lost
fixed generation costs."

I
I
! 26APS paid approximately $4.2 million for a 108 MW stake in Four Corners in 2016.

2'Aps Form 10-K, page is.
2BDecision No. 73183, Exhibit A, Settlement Agreement, Paragraph 17.2.
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1

2

APS's testimony in the instant proceeding does not explain why it was unable

to eliminate all lost f ixed generat ion costs, as ordered by the Commission.

3

4

5

6

Mr. Snook's Direct Testimony and Attachment LRS_06DR do not adequately address

that point. Further, APS's neglect to account for off-system sales of the 200 MW of

capacity freed-up by the Rate AG-1 program does not meet the criterion that APS

make commercially reasonable efforts tomitigate all of its unrecovered costs.

7 DO YOU SUPPORT THE COMPANY'S PROPOSAL TO ELIMINATE THE RATEQ

AG-1 PROGRAM?8

A9 No. I believe the Rate AG-1 program should continue, in an expanded capacity

10 beyond the 200 MW current limit, so as to allow more than the eight current Rate

11

12

13

14

15

AG-1 customers" the opportunity to manage more directly their generation supply

costs via contracts with third-party suppliers. The Rate AG-1 program is obviously

beneficial to the current customers, given that the program has been continually fully

subscribed since its inception, and when reviewing the per-unit total present rates

paid by Rate AG-1 customers as compared to the total rates paid by customers in the

16 Table 4 below shows thisotherwise applicable standard tariff rate classes.

17

18

19

comparison, and Rate AG-1 customers are enjoying on average a 4% discount to the

otherwise applicable APS tariff rate, even accounting for all Rate AG-1 fees charged

under present rates.

29Decision No. 75322, page 7, line 28.
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TABLE 4

Rate AG-1 Present Rates
Compared to Company Supply - Otherwise Applicable Tariff Rates

Present
Rate Discount

Percent
Adjusted

MWhRate Class

Present
Revenue Rate

($lMwh}

Present Base
Revenue

($000)

97.25
-14%

-4%

83.56
84.28
81.14

-17%

6%

-6%

84.71
70.71
71.08
75.58
66.33
62.25

$

$

$

$

$

$

$

$

$

$

305,191
3.634

239,240
32,938
20,381

827
50,469
9.373

97,503
28,956

3,138,247
43,488

2,838,787
405,944
240,589

11,695
710,025
124,018

1,469,900
465,141

E-32 M
E-32 M (AG-1)
E-32 L .
E-32 L (AG-1 )
E-32TOU L
E-32TOU (AG-1)
E-34
E-34 (AG-1)
E-35
E-35 (AG-1)

-4%Weighted Average

Source: Schedule H-2, page 2 of 3

WHAT DO YOU PROPOSE CONCERNING RATE AG-1 ?1 Q

2 A

3

4

5

6

7

8

I recommend that the Company provided a corrected calculation of the stranded

costs through 2015 in its rebuttal testimony, reflecting the errors I have previously

pointed out in my testimony. Any stranded costs that still remain should be shared on

a 90/10 basis with the Company funding 10% of the stranded cost, following the cost

deferral order granted by the Commission in Decision No. 75322. The 90%

remainder of the stranded cost value on a going-forward basis should be recovered

from all non-residential customers, again per the Commission's prior order.

BRUBAKER a. AssoclArss, Inc.
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HOW DO you RESPOND TO THE COMPANY 'S PROPOSAL  TO CHARGE A1 Q

2 15%,

3

100% RESERVATION FEE, AS  OPPOSED TO FOR GENERATION

CAPACITY IN THE EVENT THE COMMISSION DOES NOT CANCEL THE RATE

4 AG-1 PROGRAM?

A5

6

7

8

9

10

11

12

13

14

15

No reservation generation capacity charge is warranted, as Rate AG-1 customers are

intended to be procuring firm power supply from their third-.party supplier. Indeed, the

tariff language in Rate AG-1 requires the Generation Service Provider to deliver firm

power supply to APS on behalf of the Rate AG-1 customer. If APS is not receiving

sufficient firm power supply for Rate AG-1 customers to account for transmission

losses or the Commission-required generation reserve requirement, the Rate AG-1

tariff should be clarified to require the Generation Service Provider to gross up the

necessary firm capacity amount by the appropriate factors. APS should not be

permitted to charge Rate AG-1 customers for firm capacity, nor capacity reserves, at

the utility's embedded generation rate. Rate AG-1 customers should have the

opportunity to purchase their full firm capacity needs on the open market.

16 v. VALUE OF ROOFTOP SOLAR GENERATION

17 Q HAVE YOU REVIEWED THE COMPANY'S SUPPLEMENTAL TESTIMONY

18 CONCERNING THE IMPACT OF THE COMMISSION'S VALUE OF SOLAR ORDER

19 ON THE INSTANT PROCEEDING?

A20

21

22

23

24

Yes. Messrs. Burke and Miessner provided Supplemental Testimony filed on

December 30, 2016 to comply with the Commission's December 20, 2016 Order in

Docket No. E-0000000J-14-0023, the Value and Cost of Distribution Generation

Proceeding. The Commission Order instructed Arizona utilities with currently pending

base rate cases to calculate the amount to be paid for export energy generated by

BRUBAKER & AssoclAres, Inc.
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1 rooftop solar arrays using the Resource Comparison Proxy methodology ("RCP").

2 The RCP was developed within the Value and Cost of Distribution Generation

3 Proceeding, and estimated in Mr. Burke's Supplemental Testimony at $0.11524/kWh.

4 HAS APS ADJUSTED ITS TARIFF RATES TO INCORPORATE THEQ

CALCULATED RCP PAYMENT RATE?5

A6

7

8

g

Yes. Mr. Miessner describes in his supplemental testimony that APS will pay the

RCP value of export solar to customers taking service under Rate Rider EPR-Ss,

which is applicable only to customers who have on-site solar generation with a

nameplate capacity of 100 kW-ac or less.

DO YOU HAVE ANY CONCERNS WITH THE COMPANY'S PROPOSED10 Q

11 INCLUSION OF THE RCP VALUE IN ITS TARIFFS?

A12

13

14

15

16

17

18

19

20

21

22

Yes, by including the RCP value payment rate only in its Rate Rider EPR-6s, it has

created an arbitrary capacity maximum for rooftop solar customers that was not

required in the Commission's Order in Docket No. E-0000000J-14-0023. I propose

Rate Rider EPR-6s be adjusted to remove the 100 kW-ac nameplate capacity

maximum, given that the export value of solar energy for even a .101 kw-ac array is

not meaningfully different from the value of a 100 kw-ac array. Any future customer

seeking to install a 101 kW-ac array, which would most likely include a larger

commercial or industrial customer with significant rooftop space, would be ineligible

for the Company's Rate Rider EPR-Bs, and be placed instead on Rate Rider E-56R.

Rate Rider E-56R is designed to appropriately bill and compensate customers

with any type of renewable energy generation facility greater than 100 kW installed

behind the customer's meter.23 Rider E-56R was not redlined as part of APS's

BRUBAKER&AssoclA1Es, Inc.
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1

2

3

4

5

6

7

8

Supplemental Testimony.concerning the Value and Cost of Distribution Generation

Proceeding. APS proposes in the instant proceeding to pay for export energy under

Rate Rider E-56R at a seasonal energy rate that is capped at $0.04297/kWh for the

on-peak summer period. This export rate paid to 101 kW-ac rooftop solar customers

is only 37% of the rate paid to 100 kW-ac rooftop solar customers. Further, Rider

E-56R requires customers to purchase Standby Distribution Capacity for an amount

equal to the capacity of the on-site renewable generation, at the unbundled

distribution rate of the customer's base rate schedule, a charge which is not assessed

g to customers under Rider EPR-Ss.

10 SHOULD THERE BE A PROJECT CAPACITY SIZE CAP ON CUSTOMERSQ

11 ELIGIBLE FOR THE RCP PAYMENT OF EXPORT ROOFTOP SOLAR ENERGY?

A12

13

14

15

16

17

18

Yes. The other requirement in Rider EpR-6s that the nameplate capacity must be

less than 125% of a customer's average monthly kW demand over the prior

12 months is reasonable. The Commission ordered that this cap be placed on

Arizona utilities' net energy metering rate offerings in development of the

Commission's Net Metering Rules (A.A.C. R14-2-2301) instituted in 2009. I believe

this requirement should be maintained in order to prevent abuse of the net metering

incentive.

19 Q WHAT IS YOUR RECOMMENDATION CONCERNING THE COMPANY'S

20 PROPOSED PAYMENTS FOR EXPORT ENERGY FROM ROOFTOP SOLAR

21 CUSTOMERS?

22 A

23

I recommend the Company adjust its Rate Rider EPR~6$ to remove the 100 kW-ac

maximum limit, in order to provide all rooftop solar customers the appropriate

BRUBAKER & AssoclAres, Inc.
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1

2

payment rate calculated using the RCP method as ordered by the Commission in the

Value and Cost of Distribution Generation Proceeding.

3 DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?Q

A4 Yes, it does.

BRUBAKER & ASSOCIATES, Inc.
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Qualifications of Amanda M. Alderson

PLEASE ST AT E YOUR NAM E AND BUSINESS ADDRESS.1 Q

2 A

3

Amanda Alderson. My business address is  16690 Swingley Ridge Road, Suite 140,

Chesterf ield, MO 63017.

PLEASE ST AT E YOUR OCCUPAT ION.4 Q

A5 I  am a Se nio r Co ns ul tant  in the  f ie ld  o f  p ub l ic  ut i l i ty re g ulat io n wi th the  f i rm o f

6 Brubaker 8< Associates, Inc. ("BAl"), energy, economic and regulatory consultants.

7 PLEASE ST AT E YOUR EDUCAT IONAL BACKGROUND AND PROFESSIONALQ

EMPLOYMENT  EXPERIENCE.8

A9 I  g raduated  f rom the  Unive rs i ty o f  I l l ino is  at Urbana-Champaign in 2008  where  I

10 rece ived  my Bache lo r o f  Arts  in Economics , with mino r s tud ies  in S tat is t ics  and

11

12

13

14

15

16

17

18

19

20

21

International Business. I  earned my Masters of  Business Administration Degree with

a concentration in Logis tics  and Operations Management upon graduation f rom the

University of Missouri-St. Louis in 2011 .

I  jo ined  BAl in 2008 as  an analys t. Then, in September 2011, I  jo ined the

consulting team of  BAl.

I  have worked on various  issues  inc lud ing  embedded and marg inal cos t o f

service studies, rate design, power procurement and portfolio management, contract

negotiation and environmental and sustainability compliance management.

I n the  regulated  arena, I  have  evaluated  cos t o f  se rvice  s tud ies  and  rate

designs prof fered by other parties in cases for various utilities, inc luding in Florida,

I l l ino is , Ind iana, Michigan, New Mexico, Quebec, Nova Scotia, and others . I  have

BRUBAKER s. ASSOCIATES, Inc.
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1 conducted bill audits, rate forecasts and tariff rate optimization studies. I have

2

3

4

5

6

7

performed utility investment prudence reviews with respect to such items as fuel,

purchased power and renewable energy investments.

I have also provided support to clients with facilities in deregulated markets,

including drafting supply requests for proposals, evaluating supply bids, and auditing

competitive supply bills. I have also prepared and presented to clients reports that

monitor the electric market and recommend strategic hedging transactions.

8

g

10

11

12

13

14

15

18

17

BAl was formed in April 1995. BAl and its predecessor firm have participated

in more than 700 regulatory proceedings in forty states and Canada.

BAl provides consulting services in the economic, technical, accounting, and

financial aspects of public utility rates and in the acquisition of utility and energy

services through RFPs and negotiations, in both regulated and unregulated markets.

Our clients include large industrial and institutional customers, some utilities and, on

occasion, state regulatory agencies. We also prepare special studies and reports,

forecasts, surveys and siring studies, and present seminars on utility-related issues.

In general, we are engaged in energy and regulatory consulting, economic

analysis and contract negotiation.

18 In addition to our main office in St. Louis, the firm also has branch offices in

19 Phoenix, Arizona and Corpus Christi, Texas.

"a<=¢uhales\pr°la-uocsuavA10268\le$tlMOnyb8l\310460.dOCx
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FEA ProocsedCOMP8IW Proposed

I m a iin; . .

Proposed
ROR

_111st_
(11)

Proposed
Base Rate
lnaease

.

(8)

Percent

(9)

Index
lnsrsas

(10)

Proposed
Index ROR

I n m a n  J u a n ;
(5) (7)

Pmpcsed
Base Rate
lnclease

0 .

(4)

Percent
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(5)
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_ a : m _
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FEW
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Present
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J9.®L

(2)

ss s s(1.27)
one
044

(0.49)
0.35
0.69
0.71
M
0.64

(0.53)
0.36
0.68
0.59
9.85
0.82

2.00
1.50
150
1.so
M
1.51

11.5%
8.6%
8.6%
8.6%
9.9!
5.7%

1.83
1.60
1.41
1.40
1.982
1.39

0.40
9.25
0.31

7.7%
9.2%
8.1%
8.0%
Las:
8.0%

Residential
Residential Saar (Energy Ramps)
Residential Solar (Demand Rates)
Residential E12
Residential ET1 & ET2
Rssidemid ECT1 a ECT2

ToW Rssideniial
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217

38.791
58092
21.450

s 118.289

2.810
204

39.201
62.432
24247

s 128.694

1
2
3
4
s
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455.124
724840
281 518
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2.41
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1.31
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0.00
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0.50
0.00
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1.89
2.04
1.09
1.38
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9.0%
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34%
4.6%
4.9%
0.0%
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4.9%
5.5%
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2.6%s
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4.5%
8.0%
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0.0%
4.0%
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8.7%
m y
3.3%

(ass)
4.33
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E32 (4014 kw)
E34
E35

Tool General Service
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6.812

34.513
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26

309
1.265
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12373
1esaa
4w a
e.4e8

44242

461
a la
483

1.097
1059

43872
23705
13851
s.1ae
8.38Q

94.408

4069
4.137
6774

21.209
11.34s

511.454
308.825
273.007
s9.e42

143235
s 1343926

28.739 3.243la E221 (w=wfpumohs)
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i i i
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§.L%

5.7%21 T<nalReaail

1.16
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$2.99

1.00 s 165.884s 165.884s 2888904 s 267551

8.6%
11.5%

1.5 x System Average;
2.0x System Average:

NOkSi
Net al Adjustor Transfer
"Using FEA COSS Model


